ABSTRACT: This paper presents the findings of a comparative study on the performance of the initial public offerings (IPOs) of shares listed on the Hong Kong Stock Exchange (HKX), Singapore Exchange (SGX) and Bursa Malaysia (MYX). One indicator of the success of an IPO is its subscription rate, which can be used as a proxy for the level of investor confidence in the stock being offered. This paper examines the relationship between the performance of an IPO and its subscription rate, and the corporate factors that may affect an investor's decision to subscribe to an IPO. A previous study conducted in Hong Kong (Ho, 2013) did not find support for the effect of the four corporate factors, namely size, managerial ownership prior to the IPO, industry differences and company age, on the subscription decision. However, managerial ownership prior to the IPO was found to be highly correlated with good performance, which could be attributed to a low agency cost in situations where managerial ownership is substantial. Further evidence from Singapore and Malaysia can help to shed light on the importance of agency cost in the pricing of IPOs.
Introduction
The excess returns on initial public offerings (IPOs) on their debut are often reported in the news headlines of the financial press. Some hot IPOs are oversubscribed not merely by several but by several hundred times, which freezes millions of investment dollars. One indicator of IPO success is its subscription rate, which can be used as a proxy for the level of investor confidence in the stock being offered.
A research study published by the Securities and Futures Commission (SFC) of Hong Kong (2007) showed that in 2006, most IPOs performed well on their debut and remained strong thereafter, with an average gain of 26% on debut and 32% one month after listing. Relative to the performance of the Hong Kong Hang Seng Index (HSI), the average gain was 28% higher one month after listing. These abnormal IPO returns were substantial despite the financing cost of subscription (Fung et al., 2004) . Leung and Menyah (2006) showed that the issuer underpricing cost of new share issues is on average only 14% of headline underpricing. When interest on application funds is taken into account, the net issuer underpricing cost reduces to just around 7% of headline underpricing.
The SFC study concluded that there is no direct relation between IPO performance and the size of the company, or the sector to which it belongs. The IPO performance of mainland Chinese enterprises was generally better than that of Hong Kong companies, reflecting strong investor interest in the stocks of the former and the robust economic growth of mainland China.
However, Fung and Che (2009) found that the issue size explains the demand for H-share and red-chip IPOs, and that the subscription rate is positively related to the returns of prior IPO issues. They attributed the higher return to H-share IPOs to the demand factor, which can be explained by their issue size, and suggested that further research is needed to determine whether a unique agency cost is present for China-related IPOs. This raises the question of how to value the shares of such companies (Kim & Ritter, 1999) . Clarkson et al. (1992) found empirical evidence that the market responds positively to earnings forecasts as signals of firm value. This raises the possibility that managers of firms going public may manage the earnings reported in their prospectuses in the hope of receiving a higher price for their shares. Mather et al. (2000) argued that management has incentives to present the company in the best position to maximise the proceeds of the share issue. Additional relevant non-financial information is expected to lower the cost of equity capital because an increased level of disclosure lowers the level of uncertainty of the precise valuation of the company (Botosan, 1997; Verrecchia, 2001; Ho & Chan, 2009 The remainder of this paper is structured as follows. The empirical model is discussed in section two, and the sample selection is described in section three. Section four provides the data analysis and empirical results. Section five concludes the paper.
Empirical model
One of the indicators of IPO success is the subscription rate (SUR), which is used as a proxy for the level of investor confidence in the stock being offered. Correlation and regression analyses are used to study the relationship between the SUR and the annual holding gain (AHG) of an IPO and the various corporate factors that may influence the subscription decision.
Regression analysis was performed to investigate 1) the effect of the SUR of an IPO on its AHG, and 2) the corporate factors that may influence the level of subscription being made. The following two multiple regression equations were used:
(1) (+ve) and
where AHG i = Annual holding gain of an IPO in percentage; SUR i = Subscription rate of the IPO -a multiple of the available shares; SIZE i = Size of the company -the natural logarithm of the number of employees; OWN i = Managerial ownership prior to the IPO as a percentage of the issued capital; IND i = Industry dummy variable -equal to 0 if the company is in the low tech sector and 1 if it is in the high tech sector; and AGE i = Age dummy variable -equal to 0 if the company has been incorporated for 10 years or less and 1 if it has been incorporated for more than 10 years prior to the IPO.
The first null hypothesis is H 0 :   = 0 in regression equation 1; that is, the subscription rate, which serves as a proxy for the level of investor confidence in the IPO, has no effect on its performance. The expected sign of   is positive because a high subscription rate represents a high level of investor demand, which should provide a high rate of return for the investment. All of the other independent variables serve as control variables.
The second null hypothesis is H 0 :
corporate factors of company size, managerial ownership prior to the IPO, industry differences and company age have no influence on the subscription rate of an IPO.
Sample selection
The 
Empirical results
Table 4a provides the descriptive statistics for all of the variables of the three individual stock markets (HKX, SGX, and MYX), including the mean, minimum, maximum and standard deviation. Table 4b provides the descriptive statistics for all of the variables of the three stock markets as a whole. Tables 5a, 5b, and 5c show the Pearson correlations of HKX, SGX, and MYX respectively. In HKX, the annual holding gain (AHG) is highly positively correlated with managerial ownership prior to the IPO (OWN), whereas the subscription rate (SUR) is not significantly correlated with any of the corporate factors. The significantly negative correlation between AGE and IND indicates that most high-tech firms are relatively young companies. In SGX, none of the variables are significantly correlated. In MYX, AHG is highly negatively correlated with SUR, whereas SUR is highly negatively correlated with the size of company (SIZE). *Statistically significant at the five percent level (two tailed). Table 6 provides the regression results for model 1. 
Conclusion
The primary objective of this study was to examine the relationship between the performance of IPOs and their subscription rates on the stock exchanges of Hong Kong, Singapore, and Malaysia.
Although the findings show that a high subscription rate indicates strong investor demand for a stock, that rate is not associated with good performance after the company has gone public.
Moreover, the poor performance in Malaysia, where share ownership is highly concentrated in the hands of management, suggests the over-pricing of IPOs when they are highly subscribed.
This study also does not find support for the hypothesised effect of four corporate factors, namely size, managerial ownership prior to the IPO, industry differences and company age, on the subscription decision in all the three stock markets. Future research is thus needed to gain an understanding of how investors distinguish between good and bad investments (Akerlof, 1970) .
Nevertheless, management ownership prior to an IPO is found to be highly associated with good performance in Hong Kong, which could be attributed to the low agency cost of high management ownership (Jensen & Meckling, 1976) . Whether the good performance is due to the proper alignment of interests between management and shareholders as a result of high managerial ownership prior to the IPO is well worth further investigation.
